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An AICPA publication for the local firm

IN SOLE PRACTICE
Given the likelihood of continued changes in our
professional environment over the next decade or
so, particularly changes in clients service needs and
in the costs of providing those services, many people
question the economic viability of being in practice
alone. It is my contention, though, that there is a
future for sole practitioners—that they can compete
effectively with the larger accounting firms.
Prior to opening my own practice, I had worked
for a large national firm, and for a small local firm
with a staff of eight people. Then in 1975,1 went into
partnership with another CPA in Utica, New York,
and we built the practice to a staff size of ten. In 1981,
I opted to withdraw from the partnership and open
a practice of my own in Oneida, New York, with one
employee—a secretary/bookkeeper. There is now a
second staff member—a receptionist/secretary who
is heavily involved in the word processing functions.
There were several reasons that prompted me to
become a sole practitioner. During my last year in
partnership, I acted as the administrative partner,
handling all of the administrative responsibilities
for the practice, including our satellite office 25
miles to the east of Utica. In addition, I was also
responsible for clients in Oneida, 30 miles to the
west. The end result was that I was getting further
and further away from actual hands-on accounting
work and missed the one-on-one client contact. I did
not have the control I wanted over product going out
of the office and found my schedule increasingly
structured by outside forces. I was also finding less
correlation between my productive efforts and my
rewards.
What are the odds of my survival over the next 30
years as a sole practitioner? I think they are good.
The 1984 practice management survey conducted
by the Texas Society of Certified Public Accountants

shows that the sole practitioner form is more profit
able than a partnership with up to $350,000 in
annual revenues. The survey also breaks down sole
practitioners gross dollar volume for services ren
dered in different areas as follows: tax services, 40.7
percent, compilation and review services, 21.5 per
cent; thus, over 62 percent of revenue is from the less
competitive, nonaudit areas.
I have found over the last ten years that the pri
mary component of success in my practice is the
stress on personal service. I believe that as long as I
can maintain this type of attention and personal
service to my clients, I can effectively compete with
the larger firms.
When a company initially interviews a CPA firm
regarding an engagement, the accountant sent to
the interview may not be the person who later ser
vices the account. Disappointment over obtaining a
noncomparable product, in the case of referrals, and
philosophical and other misunderstandings that
can arise because of this situation don’t occur when
the CPAs are sole practitioners, who must, of neces
sity, handle all aspects of an engagement. I believe
that the continuity they can offer is an important
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factor in the decision many clients make to engage
sole practitioners as their CPAs.
There are other reasons for being optimistic about
the outlook for sole practitioners. Small businesses
and professional firms frequently cannot afford in
house accountants to both maintain firm financial
records and act as financial advisers to the owners.
Therefore, the owners hire bookkeepers to maintain
the records and engage outside public accounting
firms to advise them. By nature of the size of their
firms, the owners will gravitate to local CPA firms,
which can provide them with personal service.
By stressing personal service, sole practitioners
can also land engagements for those services that
clients really want and in which fees are less of an
issue, such as tax planning, accounting system
design and consulting activities.
I find there is a growing demand for tax planning
services because of the complexity and constantly
changing nature of the tax laws. The alternative
minimum tax, for example, has many confused.
With my IBM PC and a tax planning package, how
ever, I can rapidly calculate not only the alternative
minimum tax but also the projected regular tax. I
can then advise clients to pay state taxes in advance
or to defer them, depending upon whether or not the
alternative minimum tax kicks in. Being responsive
to smaller clients’ needs for this type of tax planning
in my service area has enabled me to capture a
significant part of the market.

Reasons for “going it alone”
Although each CPA who leaves a larger firm to open
a practice alone is responding to a particular set of
circumstances, there are several reasons why CPAs
choose to leave larger firms and open solo practices,
and some of these reasons show underlying
strengths that bode well for the future of the sole
practitioner.
Some people have individualistic personalities
and simply don't fit in larger organizations or in
employee or quasi-employee situations. Some CPAs
also like to have total control over the quality of
products and services and are not satisfied unless
they do the job themselves. In addition, as a practice
grows, a partner will inevitably have to give up

some client contact because of administrative
duties. Since client contact is for many of us one of
the primary reasons for going into practice, its loss,
plus the feeling of not serving clients with the atten
tiveness of the past, is another major reason why
some of us leave larger firms to form solo practices.
Once established, compensation for the sole prac
titioner, according to the Texas survey noted above,
can exceed that of peers in small partnerships with
billings of less than $350,000 per year. So monetary
reward can also be an important motivating factor.
Some people want to have offices in every major
city in their state, others want to be the best CPA in
their city. Some practitioners want plush offices,
others are happy with lean and mean ones. Some
CPAs have four children to educate, others have one.
Such differences in outlook, desires and financial
needs can cause dissatisfaction, prompt the dissolu
tion of partnerships and be yet another reason for
going into sole practice.
One definition of success
I think that underlying these reasons are strengths
that we can use to help us compete as sole practi
tioners, but the single major asset we have is the real
pleasure we find in our work. People who feel a loss
of identity or of individual creativity will never be
happy in their jobs, and the quality of their perfor
mances is bound to suffer. I believe that anyone
wanting to attain a high level of performance or
success must enjoy his or her occupation. As a sole
practitioner, a CPA will never feel a loss of identity.
Individual creativity will be greatly rewarded, too,
not only in the monetary sense but also in the appre
ciation expressed by clients. One definition of suc
cess goes something like this: Find something that
you really like to do, then find a way to make money
doing it. For me, being a sole practitioner easily fits
that definition. □
—by G. William Hatfield, CPA
Oneida, New York
Editor's note: In a future issue of The Practicing
CPA, Mr. Hatfield will discuss how to select and market
a sole practitioner’s services, how to fill the staff void
and various aspects of client selection and retention,
continuing professional education and overhead.
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Highlights of Recent Pronouncements
FASB Statements of Financial
Accounting Standards (SFASs)

No. 86 (August 1985), Accounting for the Costs of
Computer Software to Be Sold, Leased, or Otherwise
Marketed
□ Establishes standards of accounting for costs of
computer software to be sold, leased, or other
wise marketed as a separate product or as part
of a product or process.
□ Requires that costs incurred internally in
creating a software product shall be charged to
expense when incurred as research and
development until technological feasibility has
been established through completion of either
a detail program design or a working model.
Thereafter, all software production costs shall
be capitalized, subject to provisions of this
statement.
□ Effective, on a prospective basis, for financial
statements for fiscal years beginning after
December 15, 1985.

No. 85 (March 1985), Yield Test for Determining
Whether a Convertible Security Is a Common Stock
Equivalent
□ Amends APB Opinion no. 15, Earnings per
Share, to replace the "cash yield test” with an
"effective yield test" for determining whether
convertible securities are common stock equiv
alents in the primary earnings-per-share
computation.
□ Effective for convertible securities issued after
March 31, 1985.
No. 84 (March 1985), Induced Conversion ofConverti
ble Debt
□ Amends APB Opinion no. 26, Early Extinguish
ment of Debt, to exclude from its scope con
versions of convertible debt when conversion
privileges included in terms of the debt at issu
ance are changed, or additional consideration
is paid, to induce conversion of the debt to
equity securities.
□ Specifies the method of accounting for such
conversions.
□ Effective for conversions of convertible debt
pursuant to inducements offered after March
31, 1985.

No. 83 (March 1985), Designation of AICPA Guides
and Statement of Position on Accounting by Brokers
and Dealers in Securities, by Employee Benefit Plans,

and by Banks as Preferable for Purposes of Applying
APB Opinion 20
O Amends FASB Statement no. 32, Specialized
Accounting and Reporting Principles and Prac
tices in AICPA Statements ofPosition and Guides
on Accounting and Auditing Matters, to update
the list of preferable pronouncements in
Appendixes A and B.
□ Rescinds FASB Interpretation no. 10, Applica
tion of FASB Statement No. 12 to Personal Finan
cial Statements.
□ Amends APB Opinion no. 30, Reporting the
Results of Operations—Reporting the Effects of
Disposal of a Segment of a Business, and Extra
ordinary, Unusual and Infrequently Occurring
Events and Transactions, to eliminate reference
to the superseded AICPA Audit Guide, Audits of
Banks (1969).
□
Provisions shall be effective March 31, 1985.

FASB Interpretation

No. 38 (August 1984), Determining the Measurement
Date for Stock Option, Purchase, and Award Plans
Involving Junior Stock (interprets APB Opinion no.
25).

Statement of the Governmental
Accounting Standards Board

No. 1 (July 1984), Authoritative Status of NCGA Pro
nouncements and AICPA Industry Audit Guide
□ Sets forth the authoritative status of the
National Council on Governmental Account
ing (NCGA) Statements and Interpretations
and the AICPA's Industry Audit Guide, Audits
ofState and Local Governmental Units (1974), as
amended by certain statements of position.
□ Identifies pronouncements concerning pen
sion accounting and financial reporting that
the GASB considers as sources of acceptable
accounting and reporting principles for public
employee retirement systems (PERS) and state
and local government employers.

GASB Interpretation

No. 1 (December 1984), Demand Bonds Issued by
State and Local Governmental Entities (interprets
NCGA Statement no. 1 and NCGA Interpretation no.
9).
Practicing CPA, February 1986
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Statement on Auditing Standards

No. 49 (September 1984), Letters for Underwriters
□ Supersedes SAS no. 38, Letters for Underwriters.
□ Changes are in response to revisions of finan
cial reporting requirements of the SEC and
other developments in auditing and reporting
practices.
□ Effective for letters for underwriters dated on
or after October 31, 1984.
Statement on Standards for
Accounting Services on
Prospective Financial Information

Financial Forecasts and Projections (October 1985)
□ Provides that the accountant who either sub
mits to his clients or to others prospective
financial statements that he has assembled,
assisted in assembling, or reports on, should
either compile, examine or apply agreed-upon
procedures to the prospective financial state
ments, in accordance with this statement, if
they are expected to be used by a third party.
□ Defines a financial forecast and a financial
projection.
□ Establishes standards and provides guidance
concerning the performance and reporting for
engagements to examine, compile or apply
agreed-upon procedures to prospective finan
cial statements.
□ Prohibits an accountant from compiling,
examining or applying agreed-upon pro
cedures to prospective financial statements
that omit a summary of significant assump
tions. It also prohibits an accountant from con
senting to the use of his name in conjunction
with a financial projection if the projection is
to be used by persons not negotiating directly
with the responsible party unless the pro
jection is used to supplement a forecast.
□ Effective for engagements in which the date of
completion of the accountant’s services on pro
spective financial statements is September 30,
1986, or later.

Statement on Standards for
Accounting and Review Services

No. 5 (July 1982), Reporting on Compiled Financial
Statements

Practicing CPA, February 1986

Statements on Standards for
Management Advisory Services

No. 3 (November 1982), MAS Consultations
No. 2 (November 1982), MAS Engagements

Information for Members
Technical information

The primary responsibility of the eleven peo
ple who staff the Institute’s technical informa
tion service is to answer members’ questions
on technical matters. They receive some 20,000
inquiries per year on accounting principles,
financial statement presentation, auditing and
reporting standards and certain aspects of pro
fessional practice, excluding tax and legal mat
ters. If you would like some assistance, we
encourage you to call these toll-free numbers:
in New York State
(800) 522-5430;
elsewhere
(800)223-4158.

Library services

The AICPA library’s staff can also offer assis
tance on accounting and related subjects as
well as on a broad range of business topics.
AICPA members anywhere in the U.S. may bor
row from the library’s extensive collection. If
you would like some assistance, just call these
toll-free numbers:
in New York State
(800) 522-5434;
elsewhere
(800) 223-4155.

NAARS accounting and financial data library

Subscribers have access to different types of
files in the Institute’s NAARS library. These are
annual reports, including financial state
ments, footnotes, auditors’ opinions and
selected areas of proxy statements; and all cur
rent and superseded authoritative and semiauthoritative literature from the AICPA, FASB
and SEC. For further information, just call this
number:
(212) 575-6393.
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Letters to the Editor

Attending conferences on practice management

attending the conference.
The small-firm conference was different from
other seminars that I have attended in that the par
ticipants came from all over the country. They
would talk about anything—the size of their firms,
establishing billing rates, the benefits and compen
sation they pay employees, how they find the
employees they need, and the procedures they fol
low in running their practices. I enjoyed this open
exchange of ideas and found it educational.
The conference gave me encouragement; some of
the procedures we follow seem to be the right ones,
but the conference also opened my eyes to needed
changes. Twice a year, my partner and I get away
from the office to review the past six months
activities and plan the next six months’. This year,
we will have a planning session right after the small
firm conference in Atlanta, when ideas are still fresh
in our minds.
—Marc A. Cohen, CPA
Newton, Massachusetts

The small-firm conference in Boston last year was
the first AICPA conference that I have attended, and
I decided to drop you a line about it.
To begin with, I believe that starting a firm is one
of the most difficult undertakings in accounting.
Not only does one work hard for the clients, but
considerable time must also be devoted to admin
istrative matters. Our firm of five professionals and
one administrative person is only two years old. And
I imagine I was one of the youngest practitioners

Editor’s note: While more details of the MAP and
small-firm conferences will be given in future issues of
The Practicing CPA, we are listing the various dates,
locations and topics now to help in planning CPE
activities. Last year, 1,121 practitioners—a record
number—participated in the AICPA’s series ofpractice
management and small-firm conferences. On average,
they rated the conferences 4.28 out of a possible 5.00.
For more information on this year’s conferences, just
call the numbers in the notice below.

1986 Practice Management and
Small-Firm Conferences

using an annual business plan to build your
practice.
For more information, call David McThomas at
the Institute: (212) 575-6439.

Technical information and library services

After reading the November issue of The Practicing
CPA, with its section on information for members
and toll-free numbers, I called technical informa
tion for the first time but certainly not the last. What
would have taken me hours was resolved in seconds,
and with references. Another quick call to the
library and I had my documentation.
Not only was I amazed, but I’m also proud to be a
member of an organization that can provide its
members with services like that.
—David E. Griffiths, CPA
Wenatchee, Washington

Editor’s note: The AICPA encourages members to
use these services. Just call the numbers on the
opposite page.

No matter what size the firm, there are bound to be
some topics at each of the three-day practice man
agement conferences that will interest every
practitioner.
□ Practice Management—East, on July 14-16 at
the Opreyland Hotel, Nashville, Tennessee.
Topics include positioning the firm, encourag
ing the entrepreneur, partner compensation,
practice development, career paths for profes
sional staff and mergers for growth.
□ Practice Management—West, on November
10-12 at the Pointe at Tapatio Cliffs, Phoenix,
Arizona. Topics include partner evaluation, sit
uational leadership, managing for profit, struc
turing the firm for business development,
communication among business partners and

The small-firm conference, which is likely to have
greatest appeal to sole practitioners and firms with
two to three partners, will again be held on two
dates in two different locations:
□ August 21-22 at the Seattle Sheraton Hotel,
Seattle, Washington
□ September 18-19 at the Waverly Hotel, Atlanta,
Georgia.
Topics include marketing techniques for the small
firm, small-firm survival in the 1990s, how to deal
with troubled partners and staff and specialization
for the small firm.
For more information, call Robert Gannon at the
Institute: (212) 575-3826. □

Practicing CPA, February 1986
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Compete or Non-Compete:
That Is the Question
Last year, at a conference attended by approx
imately 250 local practitioners, the question of non
compete agreements surfaced but was not resolved.
We, as coauthors holding generally opposing views
on the subject, believe that the use of a non-compete
agreement is both personal and situational—situa
tional in the sense that no two firms and no two
geographical locations are the same.

There is also a question of legality. Are non-compete agreements legally enforceable? The answer is
"It depends on state law." Every state has its own
legislation, although there does seem to be a trend.
Courts will not enforce unreasonable agreements
that prevent another individual from earning a liv
ing in a given field, and no state will allow a practi
tioner to prevent a colleague, employee or former
partner from practicing accounting unless a clear,
detailed agreement that is reasonable in its
restraints has been executed. Such an agreement

The argument for
There is no doubt that every local practitioner
spends a great deal of time, energy and money
establishing a reputation in a community in
order to create an element referred to as
"goodwill.” There is also no question that
many clients engage a particular CPA firm
because of this ambiguous and difficult-tomeasure variable.
While I am willing to concede that it
requires an astute, competent professional to
bring clients in, I also adhere to the theory that
it is the firm’s overall strength and image in the
community that is the overwhelming attrac
tion to new business. If it weren’t for the com
bined years of experience and reputation of its
professional personnel, as well as the knowl
edge that the firm has a support system that
can deliver the expected results, prospective
clients would most likely go elsewhere.
It is my contention that no professional
should be allowed to leave a firm and take part
of the practice without compensating the
remaining partners for having obtained the
clients in the first place. I believe that the firm
attracts clients and that it is only when some
one has been able to create a similar image that
he or she is in a position to attract those clients.
I am not advocating that no one be allowed
to take clients, only that the individual be pre
pared to compensate the firm for the time,
money and energy it invested in obtaining
them. This effort, frequently referred to as
practice development, is an investment. Firms
train personnel in the techniques of obtaining
clients, incur costs for public and client rela
tions efforts, pay for lunches, country clubs

and numerous other dues and fees, all of
which, in my opinion, make any clients
obtained clients of the firm, not of any one
individual.
It is this effort that creates a "one firm” con
cept and the esprit de corps that keeps firms
and partnerships together. This should be the
fundamental premise upon which is built the
foundation of a viable practice with expecta
tions of long-range continuity. When anyone no
longer believes that the team presents greater
value than any one individual, then he or she
should be prepared to leave and fairly compen
sate the remaining members for any business
taken.
Employees might feel that being asked to
sign such an agreement indicates that the part
ners don’t trust them. I do not believe it is an
issue of trust, however. Rather, it is an issue of
understanding with the intent to (a) solidify an
employee’s intentions and (b) clarify an
employee’s position with respect to clients. If
employees develop close relationships with cli
ents because of firm efforts, it must be under
stood that the relationship will not be
cultivated for personal benefit.
Firms place a lot of trust in their profession
als. They help their people develop skills neces
sary to obtain and keep good clients. I,
therefore, believe that there is an obligation on
everyone’s part to sign an agreement to fairly
compensate employers or partners for any
business taken when leaving a practice.
—by Jay N. Nisberg
Jay Nisberg & Associates
14 Pelham Lane
Ridgefield, Connecticut 06877

As we wrote at the beginning of this article, the
use of a non-compete agreement is both situa
tional and personal. We hope we have been able to

show that a non-compete agreement is simply a
tool that, like other tools, can solve or ease prob
lems if used properly, when needed, or can cause
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would probably indicate that in return for a spec
ified reward (usually compensation), the individual
agrees for a limited period not to practice within a
certain radius of the originating firms offices and
agrees not to solicit that firms clients.
The issue, however, is a complicated one. A client
has the right to choose his own accountant, and an
individual has the right to perform such work. A
major issue is whether or not an individual leaving a
firm has the right to take clients without paying
compensation. Although there are too many issues

involved to explore each in depth, each of us will
attempt to address a few. Jay Nisberg supports the use
of the agreements, holding that it is definitely appro
priate, moral and ethical, as well as a good business
decision, to ask all employees to sign a non-compete
agreement. Morris Shifman believes that it is defi
nitely inappropriate, immoral, unethical, and a poor
business decision, to ask for such an agreement.
Let’s first look at the issue from the perspective
that sees a non-compete agreement as appropriate
and then look at the opposite point of view.

The argument against
While some clients may be obtained as a direct
result of goodwill activities, such as those
described by Jay Nisberg, others are obtained
through contact with one individual, or simply
by the luck of the draw. It is not always ex-staff
that lures clients away. Sometimes firms allow
clients to put their confidence in individuals
within the firm, rather than in the firm itself.
In reality, these firms let clients go.
I don't think that clients are “owned” by CPA
firms any more than customers are “owned" by
retailers or patients are "owned" by physi
cians. Clients are opportunities for CPA firms,
opportunities that will have value as long as
the firms deliver the expected results. If this is
so, then it is a firm’s obligation to serve clients
as a firm and not allow individuals to lure
them away.
Possibly the most common reason why cli
ents change CPA firms is lack of timely service.
I therefore believe that the best way for firms to
grow is not only by spending time and money
to bring in new business, but also by commit
ting resources to retaining existing business. I
think that firms using non-compete agree
ments are more likely to concentrate on
obtaining clients than on retaining them, and
are more likely to concentrate on hiring than
on training and working with staff. Such
emphasis, so it seems to me, just fuels the lackof-timely-service fire.
We must give some consideration to the
thought that clients of firms offering "team
service" understand and appreciate what they
are getting and are, therefore, less likely to be
lured away. If the team truly presents greater

value to clients, they won’t leave. If there isn’t
greater value, clients should leave.
I believe that good relationships must
involve both giving and taking. I therefore
agree that the seeds of understanding and trust
must be planted and cultivated whether the
relationship is firm/client, firm/staff or staff/
client. I seriously doubt that clients will walk
away when a firm helps them grow and main
tains a concerned relationship. Clients, how
ever, may leave if it wasn’t the firm that helped,
but individual staff, or if the firm did help to
begin with but did not stay involved and
turned the responsibility over to staff.
It is my opinion that clients and firms, as
well as the business world and profession, are
better served when non-compete agreements
are not used. Instead, we should rely on the
principle that our role is to help clients grow
and prosper on an ongoing basis. The way to do
that is by building a firm to carry out that end.
Such a firm is built by teaching all the mem
bers of the staff what is expected and then by
seeing to it that those expectations come to
fruition.
While we all know that the world isn’t per
fect, most people in our profession honor ethics
and good business sense as well as a spirit of
fair play. If a firm deserves to obtain and retain
clients, it will. If it is not deserving, it won’t. I
am of the opinion that it is far better to concen
trate on the offense—a well-run, "true” firm—
than on the defense—a non-compete
agreement.
—by Morris L. Shifman, CPA
2430 St. Paris Pike
Springfield, Ohio 45504

or enlarge problems if used improperly, or when
not needed. If you truly understand your prac
tice, your people, your clients and your direction,

you will know whether or not this tool is for you.
And if you decide it may be, consult your
attorney. —J.N.N. & M.L.S. □
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Promoting Health and Happiness
How do you support a client, encourage charitable
giving and promote the physical well-being of
employees at the same time? At our firm, we came
up with what we think is an original approach. We
offer to pay one-half of the annual membership cost
in the local YMCA (one of our clients) for anyone
who contributes at least $50 to the annual United
Way campaign.
The quality of life of our staff and contributing to
the community in which we make a living are
important to our firm. We see this approach as an
opportunity to interest our people in giving to the
United Way and, at the same time, to motivate them
to stay physically fit. People are excited about
becoming involved in some of the health and fitness
programs that the YMCA has available for both men
and women, and with this inducement we have
found we can achieve 100 percent participation in
the charity.
We also try to develop programs and disseminate
information that will not only improve our clients
businesses but the quality of their lives, too. Each
year, for example, we conduct a quality of life semi
nar in Bermuda for our clients. The program is led
by a nationally renowned expert on the subject of

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036—8775

stress management and other quality of life issues.
In addition, we frequently provide tips on good
health habits in our bimonthly client newsletter.
These programs are part of our “holistic”
approach to managing an accounting practice. The
idea is to try to recognize staff and clients as more
than just elements in the production of work. [7]
—by John G. Hodgson, Jr., CPA, CFP
New Bedford, Massachusetts

Firm Marketing Seminar Set
The AICPA has scheduled a seminar for June
9-10 at the Marriott Hotel in Chicago that is
designed to help firms develop and implement
marketing programs that complement their
strategic plans.
As well as group discussions and workshops,
the seminar will feature concurrent sessions
on various components of a marketing plan,
such as referral cultivation; client needs analy
sis; administering a plan and selling it to part
ners and staff; and advertising and public
relations activities.
For more information, call David McThomas
at the Institute (212) 575-6439. □
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